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Rural Housing Service, USDA § 3550.68 

(a) Thirty-three years in all cases ex-
cept as noted in paragraphs (b), (c), and 
(d) of this section. 

(b) Thirty-eight years: 
(1) For initial loans, or subsequent 

loans made in conjunction with an as-
sumption, if the applicant’s adjusted 
income does not exceed 60 percent of 
the area adjusted median income and 
the longer term is necessary to show 
repayment ability. 

(2) For subsequent loans not made in 
conjunction with an assumption if the 
applicant’s initial loan was for a period 
of 38 years, the applicant’s adjusted in-
come at the time the subsequent loan 
is approved does not exceed 60 percent 
of area adjusted median income, and 
the longer terms is necessary to show 
repayment ability. 

(c) Ten years for loans not exceeding 
$2,500. 

(d) Thirty years for manufactured 
homes. 

§ 3550.68 Payment subsidies. 
RHS administers two types of pay-

ment subsidies: payment assistance 
and interest credit. Payment subsidies 
are subject to recapture when the bor-
rower transfers title or ceases to oc-
cupy the property. 

(a) Eligibility for payment subsidy. (1) 
Applicants or borrowers who receive 
loans on program terms are eligible to 
receive payment subsidy if they per-
sonally occupy the property and have 
adjusted income at or below the appli-
cable moderate-income limit. 

(2) Borrowers with loans approved be-
fore August 1, 1968, are not eligible for 
payment assistance, even if they as-
sumed the loan after that date. 

(3) Payment assistance may be grant-
ed for initial loans or subsequent loans 
made in conjunction with an assump-
tion only if the term of the loan is at 
least 25 years or more. 

(4) Payment assistance may be grant-
ed for subsequent loan not made in 
conjunction with an assumption if the 
initial loan was for a term of 25 years 
or more. 

(b) Determining type of payment sub-
sidy. A borrower currently receiving in-
terest credit will continue to receive it 
for the initial loan and for any subse-
quent loan for as long as the borrower 
is eligible for and remains on interest 

credit. A borrower who has never re-
ceived interest credit, or who has 
stopped receiving interest credit and at 
a later date again qualifies for a pay-
ment subsidy, will receive payment as-
sistance. 

(c) Calculation of payment assistance. 
The amount of payment assistance 
granted is the difference between the 
installment due on the promissory note 
and the greater of the payment amor-
tized at the equivalent interest rate or 
the payment calculated based on the 
required floor payment. In leveraging 
situations, the equivalent interest rate 
will be used. 

(1) The floor payment is a minimum 
percentage of adjusted income that the 
borrower must pay for PITI: 

(i) Very low-income borrowers must 
pay a minimum of 22 percent of ad-
justed income; 

(ii) Low-income borrowers with ad-
justed income below 65 percent of area 
adjusted median income must pay a 
minimum of 24 percent of adjusted in-
come; and 

(iii) Low-income borrowers with ad-
justed incomes between 65 and 80 per-
cent of area adjusted median income 
must pay a minimum of 26 percent of 
adjusted income. 

(2) The equivalent interest rate is de-
termined by a comparison of the bor-
rower’s adjusted income to the ad-
justed median income for the area in 
which the security property is located. 
The following chart is used to deter-
mine the equivalent interest rate paid 
by applicants eligible for payment as-
sistance. 

PERCENTAGE OF MEDIAN INCOME AND THE 
EQUIVALENT INTEREST RATE 

When the applicants adjusted income is— 

Equal to 
or more 

than 
But less than 

Then the 
equivalent 

interest rate 
is 1 

00% 50.01% of adjusted median income 1 
50.01% 55% of adjusted median income .... 2 
55% 60% of adjusted median income .... 3 
60% 65% of adjusted median income .... 4 
65% 70% of adjusted median income .... 5 
70% 75% of adjusted median income .... 6 
75% 80.01% of adjusted median income 6.5 
80.01% 90% of adjusted median income .... 7.5 
90% 100% of adjusted median income .. 8.5 
100% 110% of adjusted median income .. 9 
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PERCENTAGE OF MEDIAN INCOME AND THE 
EQUIVALENT INTEREST RATE—Continued 

When the applicants adjusted income is— 

Equal to 
or more 

than 
But less than 

Then the 
equivalent 

interest rate 
is 1 

110% or more than median income .......... 9.5 

1 Or note rate, whichever is less; in no case will the equiva-
lent interest rate be less than one percent. 

(d) Calculation of interest credit. The 
amount of interest credit granted is 
the difference between the sum of the 
annual installments due at the promis-
sory note interest rate and the greater 
of: 

(1) Twenty percent of the borrower’s 
adjusted income less the cost of real es-
tate taxes and insurance; or 

(2) The amount the borrower would 
pay if the loan were amortized at an in-
terest rate of one percent. 

(e) Annual review. The borrower’s in-
come will be reviewed annually to de-
termine whether the borrower is eligi-
ble for continued payment subsidy. The 
borrower must notify RHS whenever an 
adult member of the household changes 
or obtains employment, there is a 
change in household composition, or if 
income increases by at least 10 percent 
so that RHS can determine whether a 
review of the borrowers circumstances 
is required. 

EFFECTIVE DATE NOTE: At 72 FR 73255, Dec. 
27, 2007, § 3550.68 was revised, effective Apr. 1, 
2008. For the convenience of the user, the re-
vised text is set forth as follows: 

§ 3550.68 Payment subsidies. 
RHS administers three types of payment 

subsidies: interest credit, payment assist-
ance method 1, and payment assistance 
method 2. Payment subsidies are subject to 
recapture when the borrower transfers title 
or ceases to occupy the property. 

(a) Eligibility for payment subsidy. (1) Appli-
cants or borrowers who receive loans on pro-
gram terms are eligible to receive payment 
subsidy if they personally occupy the prop-
erty and have adjusted income at or below 
the applicable moderate-income limit. 

(2) Payment subsidy may be granted for 
initial loans or subsequent loans made in 
conjunction with an assumption only if the 
term of the loan is 25 years or more. 

(3) Payment subsidy may be granted for 
subsequent loans not made in conjunction 
with an assumption if the initial loan was 
for a term of 25 years or more. 

(b) Determining type of payment subsidy. (1) 
A borrower currently receiving interest cred-
it will continue to receive it for the initial 
loan and for any subsequent loan for as long 
as the borrower is eligible for and remains on 
interest credit. 

(2) A borrower currently receiving pay-
ment assistance using payment assistance 
method 1 will continue to receive it for the 
initial loan and for any subsequent loan for 
as long as the borrower is eligible for and re-
mains on payment assistance method 1. 

(3) A borrower who has never received pay-
ment subsidy, or who has stopped receiving 
interest credit or payment assistance meth-
od 1, and at a later date again qualifies for a 
payment subsidy, will receive payment as-
sistance method 2. 

(4) A borrower may not opt to change pay-
ment assistance methods. 

(c) Calculation of payment assistance. Re-
gardless of the method used, payment assist-
ance may not exceed the amount necessary if 
the loan were amortized at an interest rate 
of one percent. 

(1) Payment Assistance Method 2. The 
amount of payment assistance granted is the 
lesser of the difference between: 

(i) The annualized promissory note install-
ments for the combined RHS loan and eligi-
ble leveraged loans plus the cost of taxes and 
insurance less twenty-four percent of the 
borrower’s adjusted income, or 

(ii) The annualized promissory note in-
stallment for the RHS loan less amount the 
borrower would pay if the loan were amor-
tized at an interest rate of one percent. 

(2) Payment Assistance Method 1. The 
amount of payment assistance granted is the 
difference between the annualized note rate 
installment as prescribed on the promissory 
note and the lesser of: 

(i) The floor payment, which is defined as 
a minimum percentage of adjusted income 
that the borrower must pay for PITI: 22 per-
cent for very low-income borrowers, 24 per-
cent for low-income borrowers with adjusted 
income below 65 percent of area adjusted me-
dian, and 26 percent for low-income bor-
rowers with adjusted incomes between 65 and 
80 percent of area adjusted median; or 

(ii) The annualized note rate installment 
and the payment at the equivalent interest 
rate, which is determined by a comparison of 
the borrower’s adjusted income to the ad-
justed median income for the area in which 
the security property is located. The fol-
lowing chart is used to determine the equiva-
lent interest rate. 

When the applicant’s adjusted income is: 
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PERCENTAGE OF MEDIAN INCOME AND THE 
EQUIVALENT INTEREST RATE 

Equal to or 
more than: BUT less than: 

THEN the 
equivalent in-
terest rate is* 

00% ............... 50.01 of adjusted median 
income.

1% 

50.01% .......... 55 of adjusted median in-
come.

2% 

55% ............... 60 of adjusted median in-
come.

3% 

60% ............... 65 of adjusted median in-
come.

4% 

65% ............... 70 of adjusted median in-
come.

5% 

70% ............... 75 of adjusted median in-
come.

6% 

75% ............... 80.01 of adjusted median 
income.

6.5% 

80.01% .......... 90 of adjusted median in-
come.

7.5% 

90% ............... 100 of adjusted median in-
come.

8.5% 

100% ............. 110% of adjusted median 
income.

9% 

110% ............. Or more than adjusted me-
dian income.

9.5% 

* Or note rate, whichever is less; in no case will the equiva-
lent interest rate be less than one percent. 

(d) Calculation of interest credit. The amount 
of interest credit granted is the difference 
between the note rate installment as pre-
scribed on the promissory note and the 
greater of: 

(1) Twenty percent of the borrower’s ad-
justed income less the cost of real estate 
taxes and insurance, or 

(2) The amount the borrower would pay if 
the loan were amortized at an interest rate 
of 1 percent. 

(e) Annual review. The borrower’s income 
will be reviewed annually to determine 
whether the borrower is eligible for contin-
ued payment subsidy. The borrower must no-
tify RHS whenever an adult member of the 
household changes or obtains employment, 
there is a change in household composition, 
or if income increases by at least 10 percent 
so that RHS can determine whether a review 
of the borrower’s circumstances is required. 

§ 3550.69 Deferred mortgage payments. 
For qualified borrowers, RHS may 

defer up to 25 percent of the monthly 
principal and interest payment at 1 
percent for up to 15 years. This assist-
ance may be granted only at initial 
loan closing and is reviewed annually. 
Deferred mortgage payments are sub-
ject to recapture when the borrower 
transfers title or ceases to occupy the 
property. 

(a) Eligibility. In order to qualify for 
deferred mortgage payments, all of the 
following must be true: 

(1) The applicants adjusted income at 
the time of initial loan approval does 
not exceed the applicable very low-in-
come limits. 

(2) The loan term is 38 years, or 30 
years for a manufactured home. 

(3) The applicant’s payments for prin-
cipal and interest, calculated at a one 
percent interest rate for the maximum 
allowable term, plus estimated costs 
for taxes and insurance exceeds: 

(i) For applicants receiving payment 
assistance, 29 percent of the applicants 
repayment income by more than $10 
per month; or 

(ii) For applicants receiving interest 
credit, 20 percent of adjusted income by 
more than $10 per month. 

(b) Amount and terms. (1) The amount 
of the mortgage payment to be deferred 
will be the difference between the ap-
plicants payment for principal and in-
terest, calculated at one percent inter-
est for the maximum allowable term, 
plus estimated costs for taxes and in-
surance and: 

(i) For applicants receiving payment 
assistance, 29 percent of the applicants 
repayment income. 

(ii) For applicants receiving interest 
credit, 20 percent of adjusted income. 

(2) Deferred mortgage payment 
agreements will be effective for a 12- 
month period. 

(3) Deferred mortgage assistance may 
be continued for up to 15 years after 
loan closing. Once a borrower becomes 
ineligible for deferred mortgage assist-
ance, the borrower can never again re-
ceive deferred mortgage assistance. 

(c) Annual review. The borrower’s in-
come, taxes, and insurance will be re-
viewed annually to determine eligi-
bility for continued deferred mortgage 
assistance. The borrower must notify 
RHS whenever an adult member of the 
household changes or obtains employ-
ment or if income increases by at least 
10 percent so that RHS can determine 
whether a review of the borrower’s cir-
cumstances is required. 

§ 3550.70 Conditional commitments. 
A conditional commitment is a de-

termination by RHS that a dwelling of-
fered for sale will be acceptable for 
purchase by a qualified RHS loan appli-
cant if it is built or rehabilitated in ac-
cordance with RHS-approved plans, 
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